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SUBJECT: Arned Forces Retirenent Pay Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED ___ STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

Under the Personal |ncome Tax Law (PITL), this bill would allow a credit of $214
to any California resident who receives retired pay as a result of active service
as a nmenber of the arnmed forces of the United States.

SUWARY OF AMENDMENT

The May 22, 2000, anendments renoved the provisions of the bill that would have
provi ded an exclusion for arnmed forces retired pay and replaced themw th the
provi sions discussed in this anal ysis.

EFFECTI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
specifies that its provisions would apply to taxable years begi nning on or after
January 1, 2001, and before January 1, 2009.

SPECI FI C FI NDI NGS

Under federal and state | aws, conpensation received by a nmenber of the Arned
Forces is subject to income tax unless specifically excluded. Qualified mlitary
benefits are excludable fromincone. Qualified benefits include benefits paid by
the Veterans Administration, such as disability conpensation, pensions,

educati onal assi stance, etc. In addition, nedical benefits, mlitary disability
benefits, various travel allowances and other benefits provided by the mlitary
may be excludable. Dislocation allowances, tenporary | odgi ng all owances and
nmove-in housing all owances provided for a permanent change of station also are
excludabl e from gross i ncone. Conpensation received for any nonth while serving
in a conbat zone is excludable.
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Under current federal and state |aws, a nmenber of the armed forces of any country
and the unifornmed services of the United States may exclude from gross incone
anounts received as a pension, annuity or simlar allowance for personal injury
or sickness resulting fromactive service.

Under federal and state |aws, gross incone of a nonresident from sources within
this state does not include any retired or retainer pay of a nmenber or former
menber of a unifornmed service, as computed under Title 10 of the United States
Code and received on or after January 1, 1996.

Exi sting federal and state |aws provide various tax credits that are designed to
provide tax relief for taxpayers who nust incur certain expenses (e.g., renter’s
credit) or to influence behavior, including business practices and deci sions
(e.g., research credits).

This bill would allow a credit of $214 to any California resident who receives
retired pay as a result of active service as a nenber of the armed forces of the
United States.

This bill would define "qualified taxpayer"” and "retired pay" for purposes of the
credit. Any credit could be carried over until exhausted.

| npl enent ati on Consi derati ons

This bill uses the term “permanent resident” in its definition of “qualified
taxpayer.” The termgenerally used in state tax lawis “resident.” It is
uncl ear how the addition of the word “permanent” is intended to nodify
“resident,” as generally used in state tax | aw

This bill would provide an unlimted carryover period for excess credit
anmpbunts. Credits with unlimted carryover periods nust be maintained on tax
fornms and systens even when the credit has expired. Since tax credits
usually are used within eight years, nost recently enacted credits contain
limted carryover period provisions, generally eight or ten years after the
credit expires.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Based on data and assunptions discussed below, the follow ng revenue | osses
are projected to result fromthis bill:

Esti mat ed Revenue | npact of AB 2561
As Amrended May 22, 2000
Effective After 1/1/01
(In $M 1 1ions)
Fi scal Years 2000/ 01 2001/ 02 2002/ 03 2003/ 04
Revenue | npact (Rounded) ($5) ($36) ($37) ($38)
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Any possi bl e changes in enpl oynment, personal incone, or gross state product
that mght result fromthis provision are not taken into account.

Revenue D scussi on

Revenue | osses woul d depend on the nunber of qualified mlitary retirees
claimng this credit in any given year.

According to available data fromthe U S. Departnment of Defense, the nunber of
qualified mlitary retirees in California was over 178,000 in Septenber 1999.
Thi s nunber was increased 3% annually for the year 2000 projection and for
years thereafter. Miltiplying the nunber of projected qualified retirees in
year 2001 (over 189, 000) by $214 exceeds $40 mllion.

Thi s anobunt was reduced 20%to allow for

current | aw exclusions for certain veterans’ conpensation; and

reci pients not incurring state incone taxes or having |l ess than $214 in tax
liability.

State income revenue loss is projected to be on the order of $32 mllion for
t he 2001 taxabl e year.

POSI TI ON

Pendi ng.



